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(1) Includes shares of common stock that the underwriters have the option to purchase from Neutral Tandem tocover over-allotments, if
any

2) Esti;nated solely for the purpose of calculating the registration fee pursuant to Rule 457(o) under the Securities Act of 1933,

The Registrant hereby amends this registration statement on such date or dates as may be necessary to delay its effective date until
the Registrant shall file a further amendment which specifically siates that this registration statement shall thereafter become effective
in accordance with Section 8(a) of the Securities Act of 1933, or until this Registration Statement shall become effective on such date as
the Securities and Exchange Commission acting pursuant to said Section 8(s) may determine.

. .
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The information in this prospectus is not compioie and may be changed. We may not sell these securities untit the registration statement filed with the Securities
and Exchange Commission is effective. The prospectus is not an offer to sell these securities nor a solicitation of an offer to buy these securities in any
jurisdiction where the offer and saie is not permitied.

PRELIMINARY PROSPECTUS (Subject to Completion}

ISSUED JANUARY 22, 2007

Shares

NEUTRAL

& TANDEM

COMMON STOCK

This is Neutral Tandem, Inc.’s initial public offering of shares of common stock and no public market exists for our shares. Neutral Tandem
is offering shares of common stock, and the selling sharekolders named in this prospectus are offering shares of our common
stock. We will not receive any proceeds from the sale of our commaon stock by the selling shareholders.

We anticipate that the initial public offering price will be between § and § per share. We intend to apply 1o list our common
stock on the NASDAQ Global Market under the symbol “TNDM.”

Investing in our common stock involves risks. See “ Risk Faaor,s;” beginning on page 8.

PRICE S A SHARE

Underwriting Procesds to
Dizconms and Preceeds 10 Selling
: __Price 1 Public Cemmissions Newiral Tandom Shareholders
Per share b3 b3 b 3
Touwal .} b} ) ¥
The underwriters may also purchase up o an additional shares of common stock from the selling shareholders, at the public offering

price, less the underwriting discount, within 30 days from the date of this prospectus 1o cover any over-allptments.

The Securities and Fxchange Commission and sitate securities regulators have not approved or disapproved these securities, or determined if
this prospectus is fruthful or complele. Any represemation o the contrary is a criminal offense.

The underwriters expect to deliver the shares of common siock 1o purchasers on . 2007.
Sole Book Runner
MORGAN STANLEY CIBC WORLD MARKETS
, 2007
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You should rely only on the information contained in this prospectus. We have not, and the underwriters have not, authorized anyone to provide
you with information different from that contained in this prospectus. If anyone provides you with different or inconsistent information, you
should not rely on it. We are not, and the underwriters are not, making an offer to sell these securities in any jurisdiction where the offer or sale
is not permitted. The information contained in this prospectus is-accurate only as of the date of this prospectus, regardless of the time of delivery
of this prospectus or of any sale of our common stock. Our business, financial condition, results of aperations and prospectus may have changed
since that date. In this prospectus, “Neutral Tandem,” “the Company,” “we,” “us” and “our” refer to Neutral Tandem, Inc. and its subsidiaries.

In this prospectus we sometimes refer to various industry and other terms and abbreviations, which we have defined under “Glossary” in ﬂ;is
prospectus.

We bave nol taken any action to permit a public offering of the shares of common stock outside the United States or to permit the
possession or distribution of this prospectus outside the United States. Persons outside the United States who come into possession of this
prospectus must inforin themselves about and observe any restrictions relating 1o the offering of the shares of common stock and the
distribution of this prospectus outside of the United States.

Until , 2007, 25 days sfier the commencement of this offering, all dealers that buj, sell, or trade shares of our common stock,
whether or not participating in this offering, may be required to deliver a praspectus. This delivery requirement is in addition to the
dealers’ obligations to deliver a prospectus when acting as underwriters and with respect to their unsold aHotments or subscriptions.

MARKET AND INDUSTRY DATA AND FORECASTS

Market data and certain indusiry data and forecasts used throughout this prospectus were obtained from internal company surveys, market
research, consuttant surveys, publicly available information, reports of governmental agencies and industry publications and surveys, Industry
sirveys, publications, consultant surveys and forecasts generally siate that the information contained therein has been obtained from sources
believed 1o be reliable, but that the accuracy and compieieness of such information is notguaranieed. We have not independently verified any of’
the data from third-party sources, nor have we ascertained the underlying economic assumptions relied upon therein. Similarly, interal surveys,
industry forecasts and market research, which we believe 1o be reliable based upon our management’s knowledge of the industry, have not been
independently verified. While we are not aware of any maerial missiatements regarding our industry data presented herein, our estimates
involve risks and unceriainties and are subject to change based on various factors, inchxding those discussed under the heading “Risk Factors™ in
this prospectus. :
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PROSPECTUS SUMMARY

This summary highlights selecied information contained elsewhere in this prospectus. This summary may no! contain all the information
that you should consider before investing in our common stock. You should carefully read the entire prospectus, including “Risk Factors” and
our consolidated financial starements and related notes included elsewhere in this prospectus, before making an investment decision.

Our Company

We are a leading provider of tandem interconnection services to competitive carriers, including wireless, wireline, cable telephony and
Voice over Internet Protocol, or VoIP, companies. Competitive carriers use tandem switches 1o interconnect and exchange traffic between their
networks withow the need 1o establish direct switch-to-switch comnections. Prior to the introduction of our service, the principal method for
competitive carriers to exchange traffic was through the use of the incumbent local exchange carriers’, or ILECs, tandem switches. Under
interpretations of the Telecommunications Act of 1996, ILECs are required to provide tandem swmhmg to competitive carriers pursuant to
prescribed rates established by regulatory authorities. Our solution enables competitive carriers to exchange traffic between their networks
without using an ILEC tandem.

The proliferation of competitive carriers over the past decade and their capture of an increasing share of subscribers has shifted a greater
amount of imercarrier traffic to ILEC 1andem switches and amplified the complexity of carrier interconnections. This has resulted in additional
traffic loading of ILEC tandems, lower service quality and substantial costs incurred by competitive carriers Tor interconnection. A loss of ILEC
market share to competitive carriers has escalaled competitive tensions and resulted in an increased demand for tandem switching.

We founded our company to solve these intercormection problems and better facilitate the exchange of wraffic among competitive carriers.
By utilizing our managed tandem solution, our cusiomers benefit from a simplified interconnection network solution which reduces costs,
increases network reliability, decreases competitive tension and adds network diversity and redundancy. Since the launch of our service in 2004,
we believe we have established the larpest network of tandem swiiches serving as neutral mtemomecuon points for voice traffic between
competitive carriers in the United States.

We have 56 signed agreements with major competitive carriers and operate in 33 markets. .Cutrently, we provide service to leading
competitive carriers in the United States, including wireless carriers such as Sprint Nextel Corp., T-Mobile USA, Inc., MetroPCS Wireless Inc.,
US. Cellular Corporation and Cingular Wireless LLC; cable companies such as Cablevision Systemns Corporation, Comcast Cable
Communications, Inc., RCN Corporation and Cox Communications Inc.; wireline carriers such as AT&T Inc., McLeod USA Inc., MCI/Verizon
Business, Level 3 Commumications Inc. and XO Communications Inc_; and VoIP providers such as Vonage Holdings Corp., Broadvox Carrier
Services, LLC, Voex Inc. and Reynwood Communications Inc. Our network currently carries approximately 2.5 billion minutes of wraffic per
month and is capable of terminating calls to over 151 million assigned telephone numbers. As the telecommunications market share continues to
shifi from traditiona] ILEC access lines to competitive carriers, we believe we will have access 10 an expanding market. We believe that our
neutral tandem network and its size and scale will provide us with opportunities to enter new markets, increase market share with current
cuslomers and attract new CuslOITErs, '

Since commencing service in February 2004, we have grown rapidly, generating revenue of approximately $28.0 miBion in fiscal 2005.
During the nine months ended September 30, 2006, we increased revenue to $37.9 million, an increase of 108% compared to the mne months
ended Sepiember 30, 2005, and net income was approximately $6.2 million.

1
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Our Industry ‘
In recent years, a wide array of new services and technologies has emerged as competitive alternatives to ILEC services for consumer and

enterprise telephony. The increasingly diverse market now includes wireless, cable telephony, wireline and VoIP companies. As these

competitive carriers have expanded their customer bases, the amount of traffic exchanged between them has also increased and is expected to

grow in the future.

According to the Local Exchange Routing Guide, or LERG, an industry standard guide used by carriers, there are approximately 1.4 billion
telephone numbers assigned to carriers in North America. Our services are principally targeted to addiess the estimated 722 million, or 52% of
the total 1.4 billion, telephone numbers assigned 1o competitive carriers.

Prior to the introduction of our services, competitive carriers had two alternatives for exchanging traffic between their networks, The two
aliematives were interconnecting to the ILEC 1andems or directly connecting individual switches, commonly referred to as “direct connects.”
Given the cost and complexity of establishing direct connects, competitive carriers resorted to utilizing the ILEC tandem as the primary method
of exchanging traffic. The ILECs ofien required competitive carriers to interconnect 1o multiple ILEC tandems with each tandem serving a
restricted geographic area. In addition, as the competitive telecommunications market grew, the process of establishing interconnections at
multiple ILEC tandems became increasingly difficult to manage and maintain, causing delays and inhibiting competitive carrier growth and the
purchase of ILEC tandem services became an increasingly significant component of a competitive carrier’s Costs.

Growth in intercarrier traffic switched through ILEC tandems has created switch capacity shortages known in the industry as ILEC
“tandem exhaust,” where overloaded ILEC tandems become a bottleneck for competitive carriers. This has increased call blocking and given rise
to service quality issues for competitive carriers. With the introduction of our services, we believe we became the firstcarrier 10 provide
ahernative tandem services capable of alleviating the JLEC tandem exhaust problem.

The following diagrams illustrate interconnecting via the ILEC tandem networks and an example of interconnecting via our managed
tandem network. ‘
Inlwroorneoing vis the ILEC Tanderr Nulwork within s Market teroonneoling vie Newiral Tarsdess Nedwork within a Marked

The second aliernative for exchanging traffic, prior 10 us, was directly connecting competitive carrier switches to each other. Implementing
direct swirch-10-switch network conmections between all competitive switches in a market is very chalienging. For example, in order to
completely bypass the ILEC tandem network, a market with 100 competitive switches would require 9,900 direct one-way switch-to-switch
connections. The capital and operating expense requirements, complexity and managemem challenges of establishing and maintaining direct
connections generally makes them umeconomical for afl but the highest traffic switch combinations and an impractical network-wide solution.

2
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QurServices
Our services allow competitive camiers to excl'mnge traffic between their networks without using an ILEC tandem orestabhs]nng direct
"connections. Each competitive carrier that connects to our network generally.gains access to all other competitive carriers’ switches connected to

our network.

Once conmected to owr network, carriers can route their traffic to other destinations (telephone numbers) that are addressable by our
network. We charge on a per-minute basis for traffic switched by our network. We have an established system Jor monitoring and tracking
customer traffic volumes, and have historically been able to predict these volumes with relative accuracy. Qur customers typically use our
services for all, or the majority of, their tandem switching needs if our network connects to the desired final destination. In addition, our
customers provide us with forecasts of future traffic levels. Together, this system of predicting traffic volumes Jor both existing and new
customers allows us to reasonably estimate future revenue streams.

As a core component of our service offering, we actively manage network capacity between our tandem switches and customers’ switches,
which results in improved network quality and reduced call blocking. By constantly monitoring wraffic Jevels and projecting anticipated growth
in traffic, we are generally able to provide on a timely basis additiona] circuits between customer switches and our network 10 meet increased

demand.

Cur managed tandem network includes technologically advanced Internet Protocol, or IP, and Time Division Multiplexing, or TDM,
switching platforms linked together by an IP backbone. Our network is capable of automatically switching IP-originated or-conventional TDM
traffic 10 terminating carriers using either protocol. We support 1P-10-IF, IP-10-TDM, TDM-10-IP and TDM-to-TDM traffic with appropriate
protocol conversion and galeway functionality.

Our network currently connects 580 unigue compeuuve carrier switches, creating up to 335,820 unique switch-to-switch routes serving
151-miilion telephone numbers assigned to these carriers. In the quarter ended September 30, 2006, our network tarried approximately 2.5

billion minutes of traffic per month.

Our Strengths

We believe the following strengths differentiate us and position us for continued growth.

s Market Leading Position. We believe we have built the largest neutral tandern network in the United States. By being *firsi-to-
market” in the metropolitan areas we serve, we have built significant scale for carrier interconnections and access 1o terminating
telephone numbers. ‘ .

«  Strong “Nerwork Effect.” The value of our service offering increases with the number of carriers connected to our network. The
addition of each new customer to our network allows the new customer to route traffic 10 all of our existing customers and allows all
of our existing customers to route traffic to the new cusiomer. The “network effect” of adding an additional customer 1o our platform
creates a significant opportunity for existing customers 10 realize incremental savmgs by increasing the volume of wraffic switched by
ocur tandem network.

. Network-Neutral Position. Unlike the ILECs, we are positioned as a neutral, third party tandem service provider and generally do
not directly compete with our customers. Therefore, we do not have the competitive tensions and conflicts of interest of an ILEC in
providing tandem interconnection services.

»  Large and Growing Market. The continuing shift of telecommunications traffic away from conventional ILEC phone lines 1o the
wireless, VoIP, cable telephony and other wireline segments, provides opportunities for us to continue to expand our business. Qur
tandem network was designed to serve the interconnection needs of these rapidly growing segments of the communications market,
and since the initiation of our service in 2004, we feel we have built strong relationships with a

3
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majority of the leading carriers in these segments, which we believe provides opportumnities for us 1o .grow with our customers.

. Adaptable Technology and Proprietary Safiware Tools. Our switching architecture wilizes platforms manufactured by Sonus
Networks, Inc. and Nortel Networks Corp. We have deployed a full suite of Sonus Networks® IMS (IP Multimedia Subsystem)-ready
solutions which enables us to interconnect to customers on either 8 TDM or IP interface. In addition, we support both conventional
Signaling System 7, or $87, and Session Initiation Protocol, or SIP, call routing.

We believe the adaptability and flexibility of our technology enables us to provide more robust service offerings to interconnect a
wider range of traffic types and to adapt our service offerings more efficiemly than the ILECs, which predominantly employ legacy
Class 4 TDM-only circuit switching technology for tandem switching,

. Experienced Management Team. 'We have an experienced management team committed 10 expanding our position as a leading

provider of neutral tandem services. '

Our Strategy

Our strategy is focused on expanding our business by increasing the share of telecommunications traffic that our tandem network tan
serve. Expanding our share of telecommunications traffic increases the value of our network to our customers and enables us to capture a larger
share of total telecommunications revenue, Key elements of our expansion strategy include:

»  Broaden owr geographic presence. Our managed 1andem services are currently availabie in 33 markets, serving 151 million
assigned telephone numbers out of 2 poiential addressable market of 322 million telephone numbers assigned 10 competitive carriers
in these 33 markets. We plan 1o broaden our geographic presence in 2007 to inciude an additiona) 18 markets. Afier completing the
planned expansion, we estimate that, based upon information pubiished in the LERG, our potential addressable market opportunity
will include over 400 miilion telephone numbers assigned to competitive carriers in those markets. Many of our existing customers
provide service in one or more of these new markets. We intend to market our services 1o our customers in these new markets.

«  Expand our cusiomer base. As our network expands, our market opportunity will include additional competitive carriers
{particularly regional wireless carriers and cable companies) that are not in the markets we currently serve. Many of these potential
customers are among the fastest growing carriers in their service areas.

. Grow cusiomer trqffic. Three factors principally drive traffic growth from customers: routing opportunities 10 new customers,
routing opportunities in new markets and growth in our customers’ traffic volumes. As we add new customers to our network, we
receive incremental revenue from the new customer and from all existing customers terminating traffic 1o the new customer. This
“network effect,” our expansion strategy and focus on serving the fastest growing segments of the competitive telephony industry
positions us well to grow customer traffic.

. Increase the types of traffic we exchange. Owr business originally connected only local traffic among carriers within a single
metropolitan market. In 2006, we installed a national IP backbone network cornecting our major local markets. As a result, our
service offerings now include the capability of switching and carrying traffic between multiple markess.

Company Information

We were incorporated in Delaware on April 19, 2001. We commenced operations in November 2003 and began generating revenue with
the launch of our service in February 2004. Our principal executive offices are located al One South Wacker Drive, Suite 200, Chicago, Illinois
60606. Our telephone mumber is (312) 384-8000. Our Web site address is bitp://www.neutraltandem.com. The information contained on our
Web site is not to be considered a part of this prospectus. ,
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THE OFFERING
Common stock offered:
By Neutral Tandem, Inc. shares
By the selling shareholders shares
Total shares
Common stock 10 be outstanding
immiediately afier this ofTering shares
Use of proceeds We estimate that we will receive net proceeds from our sale of shares of common
stock in this offering of § , assuming an initial public offering price of
5 per share (the mid-point of the range set forth on the cover of this

prospectus), after deducting underwriting discounts and commissions and estimated
offering expenses payable by us. We intend to use the net proceeds to fund the
continued expansion of our business. Pending such use, the net proceeds will be
used for working capnal, capital expenditures and general corporate purposes. We
currently cannot estimate the portion of the net proceeds which will be used for any
specific purpose.

We will not receive any of the proceeds from the sale of shares by the selling
shareholders. See “Use of Proceeds.”

Risk Factors ‘See “Risk Factors” and the other information included in this prospectus for a
discussion of factors you should carefully consider before deciding to invest in
shares of our common stock.

Proposed NASDAQ symbol “TNDM”

Unless the context requires otherwise, the number of shares of our common stock to be outsianding after this offering is based on the
number of shares outstanding as of December 31, 2006. The number of shares of our common stock to be outstanding after this offering gives
effect to this issuance prior to completion of this offering of shares of common stock upon the exercise of outstanding warrants by certain selling
shareholders but does not take into account:

. shares of common stock issuable upon the exercise of outstanding stock options as of December 31, 2006 at a weighted
average exercise price of § per share;
«  anaggregate of shares of common stock that will be reserved for future issuances under our 2007 Long-Term Incentive Plan

as of the closing of this offering; and
. shares of our common stock issuable upon the exercise of omstanding warranis as of December 31, 2006 which shall be exercisable
for an aggregate of shares of common stock upon completion of the offering with 8 weighted average exercise price of 3
per share.

Unless otherwise noted, the information in this prospectus assumes that the underwriters do not exercise their over-aliotment opticn
granted by the selling shareholders, and has been adjusied 1o reflect the -for- reverse stock split of our common stock that was
effected prior to the completion of this offering, the automatic conversion of our outstanding shares ol Series A preferred stock, Series B-1
preferred stock, Series B-2 preferred stock and Series C preferred stock into an ageregate of shares of common stock upon the
completion of this offering, the filing of our amended and restated certificate of incorporation and the adoption of our amended and restated by-
laws upon the completion of this offering.
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Summary Consolidated Financial and Other Data

The following tables summarize our historical consolidated financial information and other data for the periods presemed. The
consolidated financial information presented as of and for the fiscal years ended December 31, 2004 and December 31, 2005, was derived from
our consolidated financial statements, which have been audited by Deloitie & Touche LLP, an independent registered public accounting firm,
and are included elsewhere in this prospectus. The consolidated financial information presemed as of and for the nine months ended
September 30, 2005 and September 30, 2006, was derived from our unaudited consolidated financial statements, and are included elsewhere in
this prospectus. The pro forma as adjusted balance sheet data as of September 30, 2006 give effect to this offering of common stock at a price of
§ per share (the mid-point of the range set forth on the cover of this prospectus), the conversion of all of our preferred stock into an
agpregate of shares of common stock upon the closing of this offering and the application of the net proceeds therefrom as described
under “Use of Proceeds.” The unaudited consclidated financial statements include all adjustuments, consisting of normal recurring adjustmernts,
which we consider necessary for a fair presentation of the financial position and the results of operations for these periods. Operating results for
the nine months ended September 30, 2006 are not necessarily indicative of the results that may be expected for the entire year ending
December 31, 2006. This data should be read in conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of
Operations™ and our audited and unaudited consolidated financial statements and related notes included elsewhere in this prospectus,

Year Ended Nine Moaths Ended
December 31, Sepuemiber 30,
2004 2008 2008 2006
(1n thousands, except share date)

Statements of Operations
Revenue $ 3,439 $27,962 $18,177 137864
Operating Expense: o

Costs of revenue (excluding depreciation and amortization shown separately below) 2,027 11,349 7,467 14,621

Operzations 2,704 $,189 3,868 8,150

Depreciation and amortization 6355 3,141 2011 4,464

“Sales and marketing 175 1,360 99] 1,149

General and administrative 2310 3,053 2,361 2,785

Total operating expense 8,471 27.092 18,698 31,169

Income (Loss) From Operations (5,032 870 (321) 6,695
Other (Income) Expense:

Interest expense ' 276 843 394 849

Interest income {69) (170} (140) (556)

Other income — {11) — —_

Total other expense 207 662 454 293

Income (Loss) Before Income Taxes (5,239) 208 (975) 6,402
Provision (Benefit) For Income Taxes — — — 157
Net Income (Loss) $(5239) $§ 208 % (975) § 6,245
Eamings (Joss) per common share—basic(! $(102) § 004 § (0177 ¥ 118
Eamings (loss)} per common share—diluted ) §(.02) 3% 001 $ (017 5 026
Weighted average common shares—outstanding-hasic . 5117 5,68 5,632 5,300
Weighted average common shares—outstanding-dihned 5,117 21,403 5,632 23,979
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Year Ended Nine Moaths Ended
December 31, etiember 30
2004 2008 2005 2006
' (Dollars in thopsands) -
Other Data:
Capital expenditures $ 8,144 $13,977 $12466 $10,744
EBITDA® $4377y $£4022 § 1490 $11,159
-Minutes of Use Billed (in millions} 1,022 10,428 6,427 17,588
As of Sgptember 30, 2006
Pro Forma As
Actual Adjusted
{In thonzands)
Balance Sheet Daia;
Cash and cash equivalents $20,903 ¥
Total current assets 30,640
Total assets 62,234
Total current liabilities 15,951
Total liabilities 23,302
Total preferred stock 38,000
Total shareholders’ equity : 932

(1) Basic earnings (loss) per share is compuied by dividing net income (loss) by the weighted average number of common shares
outstanding during the period. Diluted eamings (loss) per share is computed giving effect to all dihutive potential tommon shares that
were outstanding during the period. The effect of stock options and warrants represents the only difference between the weighted
average shares used for the basic earnings (loss) per share computation compared to the diluted earnings{loss) pershare
computation.

(2) EBITDA is defined as net income before (i) depreciation and amortization, (ii} imerest income and expense and (iii) income taxes.
Management believes that the presentation of EBITDA included in this prospectus provides useful information to investors regarding
our results of operations because it assists in analyzing and benchmarking the performance and value of our business. Although we
use EBITDA as a financial measure to assess the performance of our business, the use of EBITDA is limited because it does not
include cerain material costs, such as depreciation, amortization and interest, necessary 1o operate our business. EBITDA included in
this prospectus should be considered in addition to and not as a Substinne for, net income as calculated in accordance with generally
accepied accounting principles as a measure of performance.

The following is a reconciliation of net income (ioss) to EBITDA:

Year Ended Nine Months Ended
December 31, September 30,
2004 2908 2008 2006
(In thowsands)
Net income (Joss) B5239) § 208 $7975) § 6,245
Interest expense-net 207 673 454 293
Income tax expense — — _ 157
Depreciation and amortization 655 3,141 2,011 4,464
EBITDA 34,377) 34,022  $1490 $11,159
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RISK FACTORS

This offering involves a high degree of risk. You should consider carefully the risks and uncertainties described below and the other
information in this prospectus, including the consolidated financial statements and the related noles appearing at the end of this prospecius,
before deciding to invest in shares of our common stock. If any of the following risks or unceriainties actually occur, our business, prospects,
financial condition and operating results would likely suffer, possibly materially. In that event, the marke! price of our common stock could
decline and you could lose all or part of your investmeni. Additional risks and uncertainties not currently known 10 us or those we currently
deem 1o be immaterial may also materially and adversely affect our business, financial condition or results of operations.

Risk Factors Related To Our Business

Failures or interruptions of our tandem network or the loss of, or damage o, a tandem network switch site could materially harm our
revenues and impair our ability to conduct our operations.

We provide telecommunications services that are critical to the operations of our customers. Notably, our tandem network service is
essential 10 the orderly operation of our cusiomers” telecommunications systern because it enables competitive tarriers 10 ensure that telephone
calls are routed 1o the appropriate destinations. Our tandem network architecture is imegral to our ability 10 process a high volume of transactions
in a timely and effective marmer. We could expenence failures or imerruptions of our tandem network and services, or other problems in
connection with our operations, as a result of:

. damage to, or failure of, our tandem network sofiware or hardware or our connections and cutsourced service arrangements with

third parties;

. errors in the processing of data by our systems;

. computer viruses or software defects;

«  physical or electronic break-ins, sabotage, imentional acts of vandalism, natural disasters and similar events;

. increased capacity demands or changes in systems requirements of our customers; or

. errors by our employees or third-party service providers.

If we cannot adequately protect the ability of our tandem network 1o perform consistently at a high level or otherwise fail to meet our
cuslomers’ expectations: '

. we may be unable to provide and bill for services;

. we may experience damage 1o our reputation, which may adversely affect our ability to attract or retain tustomers for our existing
services, and may also make it more difficult for us 10 market our services;

. we may be subject to significant damages claims, under our contracts or otherwise;

. our operaling expenses of capital expenditures may increase as a result of corrective efforts that we must perform;
e our customers may postpone or cancel subsequently scheduled work or reduce their use of our services; or

. one or more of our significant contracts may be terminaied early, or may not be renewed.

Any of these consequences would adversely affect our revenues and performance.

We may not have sufficient redundant systems or back up facilities 1o allow us 10 receive and process<alls in the event of a loss of, or
damage 10, a tandem network switch site. We could Jose, or suffer damape to, a site in the evem of power loss, natural disasters such as fires,
earthquakes, floods and 1ornadoes, telecommunications failures, such as transmission cable cuts, or other similar events that conld adversely
affect our customers’ ability 10 access our 1andem network services. Any such loss or damage could interrupt our operations, materially harm our
revenues and growth and require significant cash expenditures 1o correct the failures caused by such loss or damage.
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Regulatory developments could negatively impact our business.

The commuuncations services industry is highly regulated by the federal government and the individual states. While the pricing of our
services is penerally not heavily regulated by the Federal Communications Commission, or FCC, and state utility agencies, these agencies have
greater regulatory authority over the pricing of incumbent local exchange carriers, or ILECs, transit services, which-generally sets the benchmark
for the prices of competitive services that we offer. To the extent that the ILEC transit rates are reduced, it could have an adverse impact on us.

For example, in Michigan, in 2005, the Michigan Public Service Commission revised the maximum allowable rate that AT& T inc., or
AT&T, could charge for transit service based on AT&T’s total element long run incremental cost, or TELRIC, which was significantly below
the rate previously charged by AT&T (previously SBC Communications). This decision had a significant impact on the profitability of our
service in Michigan.

The FCC currently does not actively reguiate the services we offer. 1f, however, the ECC determined, on its own motion or in response to a
third party’s filing, that it should more actively regulaie our services, the FCC could limit the rates we charge or require us to change other terms
or conditions of our service offerings. For example, in 2001 the FCC initiated a proceeding to address imercarrier compensation issues, such as
rules that require one carrier 10 make payments to another carrier for access 1o the other’s network. As pan of that docket, on July 24, 2006,a
group of large and rural local exchange carriers, or LECs, filed a proposal for intercarrier compensation reform at the FCC called the Missoula
Plan, which includes provisions regarding tandem transit services. Under the Missoula Plan, tandemn transit service would be provided at a rate
not 10 exceed $0.0025 per minute of use for the first four years of the plan, and then increase with inflation. This rate is lower than the rates
charged by the ILECs or by us in several of the markets in which we currently operate. The FCC curremtly is considering puhhc cCOmments on
the Missoula Plan. Independent of or in combination with the Missoula Plan, the FCC could make significant changes in the pricing of transit
traffic, including lowering the rate, freezing the rate or establishing uniform rates. In addition, from time 1o time,carriers that we congiect with
have requested that we pay them 1o terminate traffic, and this proceeding will likely address those rights or obligations.

As communications technologies and the communications industry continue to evolve, the statutes governing the commumications industry
or the regulatory policies of the FCC may change. If this were 10 occur, the demand and pricing for our tandem network services could change in
ways that we cannol easily predict and our revenues could decline. These risks include the ability of the federal government, including Congress
or the FCC, or state legislatures or agencies, to:

. increase regulatory oversight over the services we provide;

. adopt or modify statuies, regulations, policies, procedures or programs that are disadvantageous to the services we provide, or that
are inconsisten with our current or future plans, or that require modification of the terms of our existing contracts, including
reducing the rates for tandem services; or

. adopt or modify statutes, regulations, policies, procedures or programs in a way that could cause changes to our operations or costs or
the operations of our customers, including the pricing of our services 10 our customers.

We cannot predict when, or upon what 1erms and conditions, further regulation or deregulation might occur or the effect future regulation
or deregulation may have on our business. Any of these government actions could have a material adverse effect on our business.
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Consolidation in the industry, such as AT& T-BeliSouth-Cingular, Verizon-MCI and SBC-AT&T, reduces the need for intercarrier transit
service and may limit our growth opportunities.

Consolidation in the industry reduces the need for intercarrier transit services by rechicing the number of carriers. As carriers merge, (i) the
risks to our business of direct connections increases, see “—The market for our services is competitive and increased adoption of IP-switching
technologies could increase the competition we face from direct connections™ below, (i) traffic that was carrier-to-carrier becomes intra-carrier
traffic not normally addressable by us and (iii) in the case of consolidations involving an ILEC, such as AT&T or Verizon Communications Inc.,
or Verizon, previous transit traffic between competitive carriers and the carrier acquired by the ILEC now potentially becomes ILEC reciprocal
-compensation traffic and not transit traffic, and thus potentially not addressable by us. We have experienced growth notwithstanding this
consohidation, but our ability to grow in the future could be adversely afiected by greater consolidation.

Additionally, in connection with the merger of BellSouth Corp., or BellSouth, and AT&T, AT&T agreed not 10 seck an increase in its
current transit rates for existing transit customers for 42 months in the AT&T and BellSouth LEC service territories. While having no direct
regulatory impact on us, this rate freeze potentially limits our ability 10 emer certain new markets in states where the current transit rates charged
by AT&T are 50 low that our entry would not be economically attractive. Further consolidation in the industry could lead 1o similar agreements
which would limit our ability 10 grow revenues and may materially affect our results of operations.

Our top five customers represent in the aggregate a substantial portion of our revense.

Our 1op five cusiomers in the aggregate represented appraximately 61% of our expecied total revenues in 2006 and our largest customer
accounted for approximately ane-quarter of our expecied toal revenues in 2006. These tustomers could, at any time, solicit or reoeive proposals
from other providers to provide services that are the same as or similar 1o ours. In addition, our contracts with these customers are non-exclusive,
there are no volume or exclusivity commitments by customers under these contracts and any cusiomer is able to discontinue the use of our
services at any time. '

We may lose business with any of these customers if we fail to meet our customers” expectations, including for perfermance and other
reasons, or if another provider offers 10 provide the same or similar services at a lower cost, In addition, competitive forces resulting from the
possible entrance of a competitive provider could create significant pricing pressure, which could then cause us to reduce the selling price of our
services in a manner that could have a material adverse effect on our business, prospects, financial condition and results of cperations.

The market for our services is competitive and increased adoption of IP switching technologies could increase the competition we face from
direct connections,

The most natural form of competition we face is direct connection between our cusiomers. When there is a significant amount of traffic
between two switches, there is an economic incentive 10 directly connect and remove intermediate switching. As our customers.grow, the
amoumt of traffic exchanged between them grows, thus leading to the increased risk that they will direct connect switch paihs that exchange
significam traffic and remove that traffic from owr tandems. The risk of direct connections is increased as more carriers move 1o an IP-based
imerface, because direct connecting between two Internet Protocol, or IP, based carriers is less complex than establishing multiple direct
connections between carriers” swiich pairs, thus enabling more direct connections. In addition, consclidation among telecommunications<carriers
can stimulate the risk of direct connections by increasing both the incemive and feasibility of executing direct connections. For example, we
have noticed thal cerain competitive carriers established direct connections following completion of a business combination.

In addition 10 direct connections, our services most frequently compete againsi the legacy ILEC services. As such, we face competition
from large, well-funded ILECs that also provide transit services and for whom transit services are 8 relatively small percentage of total revenues.
Additionally, other companies may be focusing resources on developing and marketing services that will compete with us.
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